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1 . Introduction
Nowadays in most highly developed countries (also in Japan) one has a lively discussion about
well-being, happiness and prosperity (mostly measured in GDP). The most controversial
question here is: what is the correct measure and how prosperous is a country like Japan? Also
important is the question how happy are Japanese people and what are their concerns and what
are the effects of happiness. In the written version of my lecture I will concentrate on three lines
of ideas: 
( i )  Different measures of well-being and prosperity and their criticism (chapter 2)
( ii )  the effects of happiness and income on mortality (chapter 3), and 
(iii)  well-being and the shadow economy (chapter 4), here the development of the shadow 
economy and the interaction with the well-being measures.
2 . Well-being and prosperity different measures and the critical evaluation of them
2 . 1 . GDP
The gross domestic product (GDP) is defined by the OECD as “aggregated measure of
production, equal to the sum of the gross values added of all resistant institutional units engaged
in production (+ any taxes and – any subsidies) and products not included in the value of the
outputs”. GDP estimates are commonly used to measure the economic prosperity or economic
well-being of a whole country or a region. It is by far the most common measure and used all
over the world. In Table 2.1 GDP is shown for the year 2013 (the measure) are taken from the
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Table 2 . 1: in absolute terms, millions of US$
Source: Report for Selected Countries and Subjects". World Economic Outlook. International
Monetary Fund. October 2014.
This measure is in millions of USD and of course the larger countries have a larger GDP
and no wonder the world as a whole has the largest followed by the European Union, United
States, China and number 3 is Japan.
In Figure 2.1 the GDP per capita (in current US$) is shown for the world, United States,
Japan, Germany and European Union over the period 2005-2013. 
Figure 2 . 1: GDP per capita (current US$)
Source:                                                           http://data.worldbank.org
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Rank Country/Region (Year 2013) GDP (Millions of US$)
World 74,699,258
European Union 17,512,109
1 United States 16,768,050
2 China 9,469,124
3 Japan 4,898,530
4 Germany 3,635,959
5 France 2,807,306
CIS 2,800,090
6 United Kingdom 2,523,216
7 Brazil 2,246,037
8 Russia 2,096,774
9 Italy 2,071,955
ASEAN 2,013,318
10 India 1,876,811
Figure 2.1 clearly shows that the United States have over this period the by far highest
GDP per capita and Japan is number 2. However there is a sharp decline in the Japanese GDP
from 2012 to 2013. Then comes Germany and the European Union. The world GDP per capita
fluctuates around USD 10000 and is far below.
In Figure 2.2 the growth rates are shown from 2005-2013 and what is interesting at this
figure, that one has this sharp downturn and negative values in the year 2008 to the year 2010
for most countries. This clearly reflects the world financial and economic crises. Before and
afterwards one has clearly positive gross rates. The most pronounced increase but also decrease
has Japan followed by Germany and then by the United States. 
Figure 2 . 2: GDP per capita growth (annual %)*
Source:                                                           http://data.worldbank.org
* GDP per capita is gross domestic product divided by midyear population.
What type of criticism can be put forward against the GDP measure? 
(1)  GDP can be compared with gross national income (GNI). The difference is that GDP 
defines its scope according to location, while GNI defines its scope according to
ownership. In a global context, world GDP and world GNI are, therefore, equivalent 
terms. A critical point is, that GDP as well GNI just sums up the value of all goods
and services or income from it and does not differentiate between different origins.
(2)  Moreover GDP does not distinguish between qualitative improvements (e.g.,
increasing computer processing speeds), and quantitative increases in goods (e.g.,
number of computers produced).
(3)  Also it is critical that every car accident, every damage which is repaired, adds to the 
GDP and hence, creates additional well-being which is questionable.
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2 . 2 . Gini Coefficient
The Gini coefficient is a measure of statistical dispersion intended to represent the income
distribution of a nation's residents. It was developed by the Italian statistician and sociologist
Corrado Gini and published in his 1912 paper "Variability and Mutability". The Gini coefficient
measures the inequality among values of a frequency distribution (for example levels of income).
Thus a Gini index of 0 represents perfect equality, while an index of 1.0 implies perfect
inequality. Some country measures for the Gini coefficient are presented in Tables 2.2. and 2.3
considering the Gini coefficients before and after taxes and transfers. 
Table 2 . 2: Gini coefficient before taxes and transfers
Source:                                                                                                      http://stats.oecd.org
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Rank Country mid-2000s Rank Country Late 2000s
1 South Korea 0.331 1 South Korea 0.344
2 Iceland 0.365 2 Iceland 0.382
3 Chile 0.414 3 Norway 0.410
4 Denmark 0.417 4 Denmark 0.416
5 Netherlands 0.426 5 Slovak Republic 0.416
6 Sweden 0.432 6 Slovenia 0.423
7 Austria 0.433 7 Chile 0.426
8 Canada 0.436 8 Netherlands 0.426
9 Japan 0.443 9 Sweden 0.426
10 United Kingdom 0.445 10 Greece 0.436
… … … … … …
21 United States 0.486 16 Japan 0.462
25 Germany 0.499 25 United States 0.486
Table 2 . 3: Gini coefficient after taxes and transfers
Source:                                                                                                      http://stats.oecd.org
In both tables the Gini coefficients are reported for the mid 2000s and the late 2000s. If
one first considers the Gini coefficients before taxes and transfers, Japan has rank no. 9 and
Korea, Island, Chile, Denmark and the Netherlands are the first five countries with the most
equal income distribution. There’s little movement in the rank of the countries between mid
2000s and late 2000s. Japan has moved from rank 9 to rank 16 in the late 2000s. Hence, its
income distribution got over time more unequal. 
If we consider Table 2.3 the GNI coefficient after taxes one finds for most countries a
more equal income distribution, but not for Japan. Japan moved from rank 9 mid 2000s to rank
23 mid 2000s after taxes and moved from rank 16 before taxes and transfers to rank 25 after
taxes and transfers. Hence, one has a clear sign that in Japan the tax and transfer system leads
to a more unequal income distribution.
2 . 3 . The Human Development Index
The Human Development Index (HDI) is a composite statistic of life expectancy, education,
and income indices used to rank countries into three segments of human development. 2
This index was first published on November 4, 2010 starting with the 2010 Human
Development Report and the published Human Development Index (HDI). The HDI combines
27
Rank Country mid-2000s Rank Country Late 2000s
1 Denmark 0.232 1 Slovenia 0.236
2 Sweden 0.234 2 Denmark 0.248
3 Slovenia 0.246 3 Norway 0.250
4 Finland 0.254 4 Czech Republic 0.256
5 Iceland 0.257 5 Slovak Republic 0.257
6 Luxembourg 0.258 6 Sweden 0.259
7 Austria 0.265 7 Finland 0.259
8 Czech Republic 0.268 8 Belgium 0.259
9 Slovak Republic 0.268 9 Austria 0.261
10 Belgium 0.271 10 Hungary 0.272
… …
14 Germany 0.285 16 Germany 0.295
23 Japan 0.321 25 Japan 0.329
30 United States 0.380 31 United States 0.378
2  This was created by the Indian economist Amartya Sen and the Pakistani economist Mahbub ul Haqin in the
year 1990.
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3 dimensions: 
( i )  A long and healthy live (Life expectancy at birth (LEI)), 
( ii )  education index: Mean years of schooling and expected years of schooling (EI), 
(iii)  a decent standard of living: GNI per capita (PPP US $) (LI). Finally, the HDI is the 
geometric mean of the previous three normalized indices: 
HDI = 
The values of the HDI are shown for the year 2013 in table 2.4.
Table 2 . 4: HDI for 2013
Source: Human Development Report 2014 – "Sustaining Human Progress: Reducing
Vulnerabilities and Building Resilience"". HDRO United Nations Development Program.
If one looks at Table 2.4 one realizes that Norway, Australia and Switzerland are the first
three countries which have the highest Human Development Index. Japan comes on rank 17
with a much lower HDI.
2 . 4 . Happy Planet Index
The Happy Planet Index (HPI) is an index of human well-being and environmental impact that
was introduced by the New Economics Foundation (NEF) in July 2006. The index is weighted
to give progressively higher scores to nations with lower ecological footprints. The index is
designed to challenge well-established indices of countries’ development, such as Gross
Domestic Product (GDP) and the Human Development Index (HDI), which are seen as not
taking sustainability into account. The HPI is based on utilitarian principles — that most people
want to live long and fulfilling lives, and the country which is doing the best, is the one that
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Rank Country HDI
1 Norway 0.944
2 Australia 0.933
3 Switzerland 0.917
4 Netherlands 0.915
5 United States 0.914
6 Germany 0.911
7 New Zealand 0.910
8 Canada 0.902
9 Singapore 0.901
10 Denmark 0.900
… … …
17 Japan 0.890
√ LEI    EI    LI＊3 ＊
allows its citizens to do so. 
Among the top five world's biggest economies in terms of GDP Japan has the highest
ranking in 45th place, followed by Germany on rank 46, France on rank 50 and China on rank
60. The U.S. is ranked 105 (mainly due to its environmental footprint of 7.2, the seventh highest
of all countries rated for the 2012 index). In Tables 2.5, 2.6 and 2.7 the Happy Planet Index,
country rank for 2012, are shown.
Table 2 . 5: Happy Planet Index - Countries by Rank 2012
Source: The Happy Planet Index: 2012 Report -  A global index of sustainable well-being.
1 Life expectancy is good with more than 75, middling between 60 and 75 and poor with less
than 60.
2 Experienced Well-being is good with more than 6.2, middling between 4.8 and 6.2 and poor
with less than 6.2.
3 Ecological Footprint is good with less than 1.78 (equal to the world's biocapacity), middling
between 1.78 and 3.56, poor between 3.56 and 7.12 and deep red with more than 7.12.
Table 2.5 shows that Costa Rica, Vietnam, Columbia and Belize have the highest Happy
Planet Index mostly driven that they have the lowest ecological footprint. Japan is on rank 45. 
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HPI Rank Country Life Expectancy1
Well-being2
(0-10)
Footprint3
(gha/capita)
Happy Planet
Index
1 Costa Rica 79,3 7,3 2,5 64,0
2 Vietnam 75,2 5,8 1,4 60,4
3 Colombia 73,7 6,4 1,8 59,8
4 Belize 76,1 6,5 2,1 59,3
5 El Salvador 72,2 6,7 2,0 58,9
… … … … … …
45 Japan 83,4 6,1 4,2 47,5
46 Germany 80,4 6,7 4,6 47,2
105 USA 78,5 7,2 7,2 37,3
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Table 2 . 6: Happy Planet Index - Western Nations 2012
Source: The Happy Planet Index: 2012 Report -  A global index of sustainable well-being.
1 Life expectancy is good with more than 75, middling between 60 and 75 and poor with less
than 60.
2 Experienced Well-being is good with more than 6.2, middling between 4.8 and 6.2 and poor
with less than 6.2.
3 Ecological Footprint is good with less than 1.78 (equal to the world's biocapacity), middling
between 1.78 and 3.56, poor between 3.56 and 7.12 and deep red with more than 7.12.
In Table 2.6 the Happy Planet Index of the Western nations is shown and here one sees
that New Zealand comes before Norway and Switzerland which have in this group of countries
the lowest footprint. 
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HPI Rank Country Life Expectancy1
Well-being2
(0-10)
Footprint3
(gha/capita)
Happy Planet
Index
28 New Zealand 80,7 7,2 4,3 51,6
29 Norway 81,1 7,6 4,8 51,4
34 Switzerland 82,3 7,5 5 50,3
41 United Kingdom 80,2 7 4,7 47,9
46 Germany 80,4 6,7 4,6 47,2
48 Austria 80,9 7,3 5,3 47,1
50 France 81,5 6,8 4,9 46,5
51 Italy 81,9 6,4 4,5 46,4
52 Sweden 81,4 7,5 5,7 46,2
59 Cyprus 79,6 6,4 4,4 45,5
62 Spain 81,4 6,2 4,7 44,1
65 Canada 81 7,7 6,4 43,6
Table 2 . 7: Happy Planet Index - East Asia 2012
Source: The Happy Planet Index: 2012 Report -  A global index of sustainable well-being.
1 Life expectancy is good with more than 75, middling between 60 and 75 and poor with less
than 60.
2 Experienced Well-being is good with more than 6.2, middling between 4.8 and 6.2 and poor
with less than 6.2.
3 Ecological Footprint is good with less than 1.78 (equal to the world's biocapacity), middling
between 1.78 and 3.56, poor between 3.56 and 7.12 and deep red with more than 7.12.
In Table 2.7 the Happy Planet Index for East Asia is shown and here one sees that Vietnam
is on rank no. 2 with the lowest footprint and Japan is on rank 45 followed by China with rank
60, Malaysia on rank 84 and Cambodia on rank 85.
Criticism:
The Happy Planet Index has been criticized because it is doubtful whether it is a good measure
of happiness. The index is not a measure of happiness but rather measure of environmental
efficiency of supporting well-being in a given country. And this index was criticized for
weighting carbon footprint too heavily. One should also clearly say that happiness’ or “life
satisfaction” are subjective measures which might be very difficult to obtain for whole countries.
In general, this discussion shows that one has no ideal measure of well-being or prosperity, but
that some new attempts have been made to come to broader measures but with the usual
difficulties of comparison the single items and of the comparison between countries. 
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HPI Rank Country
Life 
Expectancy1
Well-being2
(0-10)
Footprint3
(gha/capita)
Happy Planet
Index
2 Vietnam 75,2 5,8 1,4 60,4
14 Indonesia 69,4 5,5 1,1 55,5
20 Thailand 74,1 6,2 2,4 53,5
25 Philippines 68,7 4,9 1,0 52,4
37 Laos 67,5 5,0 1,3 49,1
45 Japan 83,4 6,1 4,2 47,5
60 China 73,5 4,7 2,1 44,7
63 Korea 80,6 6,1 4,6 43,8
84 Malaysia 74,2 5,6 3,9 40,5
85 Cambodia 63,1 4,2 1,2 40,3
90 Singapore 81,1 6,5 6,1 39,8
102 Hong Kong 82,8 5,6 5,8 37,5
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3 . Life satisfaction, Happiness and Mortality
There have been a number of studies which nowadays make an attempt to measure life
satisfaction and (or) happiness and mortality. Guven and Saloumidis (2014) investigate the
relationship between life satisfaction and mortality. They use the German Socio-Economic Panel,
which allows them to follow the life of around 15,000 people for more than two decades from
1984 to 2007. The authors use the terms “happiness” and “life satisfaction” interchangeably.
De facto, these two measures are highly correlated. For instance, the correlation between the
self-declared life satisfaction and the self-declared happiness, each on a scale of 1 – 10, is 0.7
in the European Social Survey (waves 2002, 2004, 2006). In another study Levy et al. (2002)
followed 660 participants for 23 years (with a mean age of 63 at the start of the study). The used
life satisfaction measure was “I am as happy now as I was when I was younger”. People with
positive self-perceptions of ageing lived 7.5 years longer on average than those with less positive
perceptions (controlling for age, sex, socio- economic status, loneliness etc.). Pressman and
Cohen (2005) find in another study that a higher level of life satisfaction was associated with a
decreased morality rate. And in addition, a longitudinal study using a sample of 513 Berlin
residents (aged 70 – 103) revealed a significant link between well-being and mortality was found
by Maier and Smith (1999). 
Going back to the study by Guven and Saloumidis the authors used the following test
equation:
Mortality𝒍 = 𝜷𝟎+𝜷𝟏 𝑳𝒊𝒇𝒆 𝑺𝒂𝒕𝒊𝒔𝒇𝒂𝒄𝒕𝒊𝒐𝒏+𝝓𝑿𝒍+𝝃𝒍
In Table 3.1 the probit estimates and t-statistics for the baseline specification are shown.
The authors found that life satisfaction is negatively related to mortality with a t-statistic of 3.6,
showing a highly statistically significant result. A ten percent increase in life satisfaction relates
to a four per cent decline in mortality. Household income and mortality are also negatively
correlated and highly statistically significant. Hence additional income from shadow economic
activities decrease mortality, ceteris paribus. This is a quite important result, because it means
that additional income earned by shadow economy can also be a cause of decreased mortality.
Hence, the development and the size of the Japanese shadow economy will be shown in chapter
4. 
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Table 3 . 1: Predictors of mortality – Dependent variable: Whether a person died during
1984 – 2007 or not
1) In brackets the f-values are shown.
Source: Life Satisfaction and Longevity: Longitudinal Evidence from German Socio Economic
Panel, Guven and Saloumidis (2013).
4 . Formal and Informal (Shadow) Economies in Japan
4 . 1 . Introduction
The shadow economic activities are facts of life around the world. This holds also for Japan and
the shadow economy increases as the well-being of a great part of Japanese citizens. How large
is the shadow economy in Japan and how has it developed, will be shown in the following
sections. 3
4 . 2 . Some theoretical considerations about Japanese shadow economy
4 . 2 . 1 . The Definition of the Shadow Economy
The shadow economy includes all legal production and provision of goods and services that are
deliberately concealed from public authorities for the following four reasons:
to avoid income, value added or other taxes,
to avoid social security contributions,
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Regressors 1984 Baseline Probit Male Probit Female
Life satisfaction - 0.41 (3.6) 1) - 0.57 (3.3) 1) - 0.27 (2.2) 1)
Age 0.85 (40.25) 1.05 (40.4) 0.71 (39.41)
Female - 6.10 (10.45) - - - -
Intermediate degree - 1.61 (2.2) - 2.23 (1.9) - 1.22 (1.46)
Technical degree - 4.47 (3.3) - 5.32 (3.4) - 3.61 (1.6)
Upper secondary degree - 2.35 (2.4) - 2.61 (2.5) - 2.64 (1.4)
Other degree - 6.14 (7.7) - 6.78 (7.4) - 6.07 (7.8)
No degree - 5.47 (6.8) - 6.61 (3.2) - 4.67 (4.1)
In household income - 2.12 (3.8) - 1.01 (2.1) - 2.24 (3.1)
Separated 2.62 (0.96) 2.20 (0.6) 2.90 (1.5)
Single 4.11 (4.1) 6.22 (4.5) 3.42 (3.24)
Windowed 1.71 (1.8) 1.47 (0.6) 2.30 (2.2)
State fixed effects Yes Yes Yes
Pseudo R2 0.364 0.354 0.376
Number of observations 11,557 5,673 5,863
3  Compare here the latest surveys by Schneider and Buehn (2015), Schneider and Colins (2013) and Feld and
Schneider (2010). For a detailed discussion see these references.
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to avoid having to meet certain legal standards such as minimum wages, safety standards, 
etc., and
to avoid complying with certain administrative procedures.
4 . 2 . 2 . The Definitions of the Underground (Classical Crime Economy) and Informal
Household Economy
( i ) Underground (classical crime) activities are all illegal actions that fit the 
characteristics of classical crime activities like burglary, robbery, drug dealing, etc.
( ii )  Informal household economy consists of household activities that are not registered 
officially under various specific forms of national legislation.
These two activities are not included in the shadow economy activities. However, there
are overlapping areas; e.g. for (ii) prostitution and for (iii) do-it-yourself activities. Of course,
there are overlapping areas and it is by no means so easy when actually measuring the shadow
economy to stick to this definitions. In Figure 4.1 the legal shadow economy, illegal and informal
economy is shown.
Figure 4 . 1: Legal, Shadow, Illegal and Informal Economy
Source: Schneider (2011).
Figure 4.1 clearly shows how difficult it is to measure the pure shadow economy because
of the overlapping areas of illegal (criminal and underground economy) but also because of
neighbors help, do-it-yourself activities and informal household economies. 
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4 . 2 . 3. Measuring the Shadow Economy
To measure the size and development of a shadow economy is a quite difficult and challenging
task because obviously everyone wants to hide shadow economy activities being afraid to be
detected from the public authorities. In principal we have three types of measurement 4 :
( i )  Direct procedures using the micro level and aiming at determining the size of the
shadow economy. Example of this method are surveys.
( ii )  Indirect procedures that make use of macroeconomic indicators following the devel
opment of the shadow economy over time.
(iii)  Statistical models that use statistical tools to estimate the shadow economy as an
“unobserved” or latent variable, with the help of the MIMIC (Multiple Indicators
Multiple Causes)-Method.
As the MIMIC method is one of the most often used methods the idea is sketched in
Figure 4.2.
Figure 4 . 2: Path Diagram of the MIMIC Model
Source: Schneider and Buehn (2015).
The idea here is that the size and development of the shadow economy is driven by a
number of cause variables and shadow economy is reflected by indicator variables. For example,
one can label the following cause variables:
( i )  Tax and social security contributions,
( ii )  intensity of regulations,
(iii)  public sector services,
(iv)  quality of public institutions,
( v )  federalism, 
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(vi)  direct democracy, and
(vii)  tax morale.
Important indicator variables are
( i )  cash per capita,
( ii )  GDP per capita, and
(iii)  labor force participation rate.
The influence of the causal variables on the size and development of the shadow economy
is shown in Table 4.2.
Table 4 . 2: Summary of the Influences of the Main Causes on the Shadow Economy
Source: Schneider and Williams (2013).
Table 4.2 clearly shows that the increase of the tax and social security burden are the
driving forces of the shadow economy, followed by people tax morale which ranks no. 2. Then
comes quality of state institutions and specific labor market regulations. 
A concrete example of a MIMIC estimation is shown in Table 4.3. 
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Factors influencing the shadow economy
Influence on the shadow 
economy (in %)
(a) (b)
(1) Increase of the Tax and Social Security 
Contribution Burdens 35-38 45-52
(2)  Quality of State Institutions 10-12 12-17
(3)  Transfers 5-7 7-9
(4)  Specific Labour Market Regulations 7-9 7-9
(5)  Public Sector Services 5-7 7-9
(6)  Tax Morale 22-25 -
Influence of all Factors 84-98 78-96
(a) Average values of 12 studies over 1995-2009. 
(b) Average values of empirical results of 22 studies over 1995-2009.
Table 4 . 3: MIMIC Model Estimation Results
Note: Absolute z-statistics in parentheses. ***, **, * denote significance at the 1, 5, and 10%
significance level. All variables are used as their standardized deviations from mean. According
to the MIMIC models identification rule (see also section 3.1), one indicator has to be fixed to
an a prior value. We have consistently chosen the currency variable. The degrees of freedom
are determined by 0.5(p+q)(p+q+1)–t; with p= number of indicators; q = number of causes; t =
the number for free parameters.
Source: Schneider and Wiliams (2013).
In Table 4.3 one clearly realizes that the total tax burden, fiscal freedom, business freedom,
unemployment rate and regulatory quality have the expected signs and are highly statistically
significant. Hence, the mentioned causal variables do have a significant influence on the size
and development of the shadow economy. If we look at the indicator variables we clearly see
that GDP per capita and labor force participation rate have the expected signs and are statistically
significant.
In Figures 4.3 and Figure 4.4 a world view of informality of the year 2010 are shown and
the darker a country the larger is the shadow economy. One clearly realizes that in Africa, Middle
and South America and a great part of Asia, one has quite large shadow economies. Not so in
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Independent variables
Spec. 1:
25 High Income
OECD Countries
(1996 - 2006)
Spec. 2:
25 High Income
OECD Countries.
(1996 - 2012)
Causal variables 
Total tax burden 0.05 (2.05)** 0.06 (1.78)*
Fiscal freedom - 0.07 (2.84)*** -
Business freedom - 0.23 (5.93)*** -
Economic freedom - -
Unemployment rate 0.05 (1.89)* 0.11 (3.16)***
Regulatory quality - 0.21 (5.45)*** - 0.31 (6.50)***
Indicator variables 
Growth rate of GDP per capita - -
GDP per capita - 1.52 (6.71)*** - 1.25 (8.36)***
Labor force participation rate - 1.11 (5.45)*** - 1.03 (7.70)***
Currency (M0 / M1) 1.00 1.00
RMSEA (p-value) 0.00 (0.88) 0.00 (0.99)
Chi-square (p-value) 17.74 (0.60) 3.55 (0.94)
AGFI 0.95 0.99
Degrees of freedom 20 9
Number of observations 145 243
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Japan, New Zealand, Australia and most other highly developed OECD countries. In figure 4.4
the size and development of the shadow economy of various country groups as weighted
averages are shown. What one clearly realizes here for all types of countries is a decrease of the
size of the shadow economy for the 162 world wide countries it was 17.9% in 1999 and
decreased to 16.1% in 2007. A similar picture holds for 25 OECD countries, 116 developing
countries and 25 transition countries.
Figure 4 . 3: World View of Informality, Year 2010
Source: Schneider and Buehn (2012).
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Figure 4 . 4: Size and Development of the Shadow Economy of Various Countries Groups
(Weighted Averages (!); in percent of official total GDP of the respective Country Group)
Source: Schneider and Buehn (2012).
In Table 4.4 the size of the shadow economy of 5 highly developed countries including
Japan is shown. Table 4.4 clearly shows that the Japan has the lowest shadow economy compared
to Australia, Canada, New Zealand and the United States. And the Japanese Shadow Economy
has a strong declining trend. It was 11% in 2003 and declined to 8.2% in 2014. An even lower
shadow economy has the United States, which was 8.5% in 2003 and declined to 6.3% in 2014.
The highest one has Canada which was 15.3% in 2003 and shrinks to 10.4% in 2014. 
Table 4 . 4: Size of the Shadow Economy of 5 Highly Developed Non- European Countries
over 2003 – 2014 (in % of off. GDP)
Source: Own calculations, June 2014.
39
Country / Year 2003 2005 2007 2008 2009 2010 2011 2012 2013 2014
Australia 13.7 12.6 11.7 10.6 10.9 10.3 10.1 9.8 9.4 10.2
Canada 15.3 14.3 12.6 12.0 12.6 12.2 11.9 11.5 10.8 10.4
Japan 11.0 10.3 9.0 8.8 9.5 9.2 9.0 8.8 8.1 8.2
New Zealand 12.3 11.7 9.8 9.4 9.9 9.6 9.3 8.8 8.0 7.8
United States USA 8.5 8.2 7.2 7.0 7.6 7.2 7.0 7.0 6.6 6.3
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In Table 4.5 the developments of the shadow economy and official economy of Japan
over 2003 to 2014 are shown. They clearly show the growth rate of the size of the shadow econ-
omy has a quite a large variation, the biggest one with a decline in 2013 of 24%. If we look at
the size of the shadow economy in current USD the highest values was in 2011 with 531 billion
USD and the lowest one in 2013 with 397 billion USD.
Table 4 . 5: Development of the Shadow and official Economy of Japan over 2003 to 2014
Source: World DataBank (2014); Own calculations, June 2014
In Figure 4.5 the annual growth rates of the official economy and the shadow economy
of Japan are shown. One clearly sees that from 2005 to 2008 one has a decline of both economies
and again one had an increase and 2013. Hence, one does not observe a counter cyclical effect
of the Japanese shadow economy compared to the official one which is not the case for some
European countries. If one summarizes the results of Japanese shadow economy one realizes it
is a quite important factor and if mostly middle income and poorer Japanese workers are engaged
in shadow economy activities it gives them additional income and might increase their happiness
of well-being. 
40
Year
GDP (current
US $ in 
billions)
Size of the
Shadow 
Economy 
(in % of the 
off. GDP)
Size of the
Shadow 
Economy 
(current US $
in billions)
Growth rate of
the official
GDP
Growth rate 
of the Size of
the Shadow
Economy
2003 4302.9 11.00% 473.3
2004 4655.8 10.70% 498.2 8.20% 5.25%
2005 4571.9 10.30% 470.9 -1.80% -5.47%
2006 4356.7 9.40% 409.5 -4.71% -13.03%
2007 4356.3 9.00% 392.1 -0.01% -4.26%
2008 4849.2 8.80% 426.7 11.31% 8.84%
2009 5035.1 9.50% 478.3 3.83% 12.09%
2010 5495.4 9.20% 505.6 9.14% 5.69%
2011 5905.6 9.00% 531.5 7.47% 5.13%
2012 5937.8 8.80% 522.5 0.54% -1.69%
2013 4901.5 8.10% 397.0 -17.45% -24.02%
2014 4846.3 8.20% 397.4 -1.13% 0.09%
Figure 4 . 5: Annual Growth Rate of the official Economy (GDP) and Shadow Economy of
Japan
Source: World DataBank (2014); Own calculations, December 2014.
5 . Summary and Conclusions
To have an appropriate measure of well-being and prosperity is an awfully difficult task as I
have tried to show in this lecture. All measures of well-being and prosperity have weaknesses
and up to now one is far away from having an ideal measure. What I have also shown in this
lecture is, that the Japanese shadow economy contributes significantly to the official GDP and
hence, has a significant impact on Japanese income mostly of middle and low income class
people.
The shadow and “official” economy of Japan are positively correlated; meaning that they
are more complements than substitutes. As additional income is earned by complementary
shadow economy activities, this income increases well-being and/or happiness and decreases
mortality. Coming back to the headline of my paper “Well-being and the Shadow Economy”, I
clearly realize that one has some knowledge about the well-being and the shadow economy in
Japan. However, I also realize one has little knowledge about well-being and the shadow
economy at the individual level; e.g. what are the exact motives why people work in the shadow
economy and how it affects their happiness or well-being. 
Hence, one important policy conclusions is that much more micro studies are needed to
obtain a more detailed knowledge about people’s motivation to work either in the shadow
economy or in the official one, or in both. 
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